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Dittrich and Kollaritsch: Standard Sales Prices and their Variances

Prices are just as important as costs in improving
company profitability. Yet much less attention has
been given to their control. These authors have a
system, analogous to standard costs, to propose:
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often explained, somewhat glibly,
by the contention that sales transac
tions are inherently less controllable
than cost transactions because the
company typically exercises a
greater degree of contractual initia
tive when dealing with suppliers
and employees than when dealing
with customers. There is undoubt
edly some validity
this conten
tion. That is no argument against
making the effort, however. Indeed,
it simply lends additional support
the precept that whatever means of
control over sales transactions are
available should be as thoroughly
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Additional uses
When, as is the case with many
companies, the card or tape in
cludes information related to sales
man, customer, geographic loca
tion, product, order size, etc., addi
tional analyses on these bases
should provide useful information.
For instance, this system could in
dicate which salesmen exercise
31
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Data on sales price variances would indicate which salesmen, products, regions, order sizes, and customer
groups were responsible for sales below standard prices: information on which corrective action could be based.

the most liberal price policies;
which products appear to be de
pressed; whether such products are
depressed on a local, regional, or
national basis; on what size of
order, or with which customer
group, prices seem to be most sen
sitive;
As was indicated earlier,
the detailed analysis of the infor
mation generated by this refine
ment in recording sales revenues
could be materially extended in
scope, with the consideration,
course, that for any given extension
the potential savings must justify
the related cost of analysis and in
vestigation.
A further advantage of this sys
tem of recording sales price vari
ances is that, since it highlights
only the deviations from plan, it
operates in accordance with the
principle of “management by ex
ception.” This system would elimi
nate unnecessary routine testing
and investigation of sales transac
tions that are materially in agree
ment with plan or specification. As
with any variance analysis, prompt
investigation of relevant factors is
Published by eGrove, 1964
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always necessary for optimal results.
Because values and objectives
typically change under varying
circumstances, certain assumptions
are usually necessary prerequisites
to framing the limitations under
which a given analysis and
re
lated conclusions will be worth
while. In this instance, it is only nec
essary to acknowledge the primary
importance of a reasonable profit
to perpetuation
the
and
the critical role that sales revenue
plays in determining profits. It is
obvious that fluctuations in sales
price can be expected to influence
the extent to which a given profit
margin is attained.2 Price fluctua
tions will directly and/or indirectly
influence profits through larger or
smaller margins, expanded or con
tracted volumes, increased or de
creased costs, or any combination
of changes in these factors. Simply
2Deviations in sales volume and product
mix can also have important effects on
profits, of course. No effort was made to
consider
factors, which were
deemed sufficiently challenging to war
rant separate analyses.

stated, this means that sales price
fluctuations, as well as cost fluctua
tions, potentially change profits.
Since such extreme importance has
been attached to controlling manu
facturing costs by establishing
norms for this function and meas
uring deviations therefrom, logic
demands comparable efforts di
rected toward controlling sales
prices.

Importance of price
There is a simple, but often over
looked, characteristic of sales price
that makes it, from one facet at
least, more important than cost in
determining profit margin. This
characteristic is that, for all profit
able operations, sales price is, by
some margin, absolutely greater
than total costs and typically ex
ceeds in amount by a substantial
margin any one cost factor. This
means that a specific proportional
change in sales price will, in all
cases, have a greater effect on profit
than will corresponding changes
either in total cost or in any one
Management Services
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cost factor.3 The table below il
lustrates this subtle characteristic
sales price.
The revenue and cost proportions
used in the assumed operating base
(Column 1) probably fall within a
range representative of many firms.
Column 2 shows the effect on profit
margin of a 5 per cent unfavorable
change in direct labor costs. Col
umn 3 shows the effect on profit
margin
a 5 per cent unfavorable
change in direct materials
Column 4 shows the effect on profit
margin of a 5 per cent unfavorable
change in sales price. It can be seen
from the chart that any given pro
portional change in sales price will
have a greater absolute effect on
profit margin than will a compara
ble change in any one cost factor
or even in total costs. This intrinsic
characteristic of sales price cer
tainly supports the idea that sales
prices should be subject to as much
control effort as costs, if not more.
Volume, prices, costs, and profit
margins are so closely interrelated
that any accounting system not
providing for control of all of these
factors should be questioned.

Causes of price changes
Knowledge in itself, without ap
plication, utilization, or related ac
tion has little practical value.
Knowing sales price variances,
3This simplified analysis ignores the prin
ciples of price-demand elasticities.

of

Since this system would highlight only the deviations from plan, it would
operate in accordance with
principle of
by

therefore, is only important if we
are
a position
exercise control
over these deviations or if this in
formation is desirable for decision
making or other purposes relevant
to the attainment of business ob
jectives. To appraise the control
lability of these variances, the
causes underlying such fluctuations
must be studied. The nature of
particular causal factors will, in
many instances, determine to what
extent appropriate remedial action
is within the jurisdiction and power
of the company. Furthermore, a
study
causal factors will permit
an evaluation of their importance
and relevance to various decisions.
attempt to enumerate a com
prehensive list of factors causing
sales price deviations would hardly
be worth the effort. Even a very
general mutually exclusive typol

Profit Effects of Price and Cost Changes

Sales
Cost of goods sold:
Direct materials
Direct labor
Overhead
Total
Gross margin
Operating expenses
Profit margin
Proportionate decrease
profit margin

Column 2

Labor Cost
Increased 5%

Material Cost
Increased 5%

Sales Price
Decreased 5%

$100

$100

$100

$ 95

Management decisions

40
20
20
80
20
15
$ 5

40
21
20
■ 81
19
15
$ 4

42
20
20
82
18
15
$ 3

40
20
20—
80
15
15
$ 0

It is obvious that many price
changes initiated by a manage
ment may be no more than valid
reactions to prevailing market con
ditions. In such cases, substantia
tion and explanation of deviations
from the planned sales price should
not be difficult. However, care must

(20%)



Column 4

Column 1
Assumed
Operating
Base
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to management
exception.

Column 3

ogy
such causal factors would
be extremely difficult to formulate
and would have a limited scope of
meaningfulness. Each company
will, of necessity, have different
needs and will have established
various responsibility lines for di
visions, plants, and other subordi
nate elements. Utilization of this
suggested variance analysis would
necessitate its being adapted to the
individual prevailing circum
stances. With these limitations
mind, the following classifications
of sales price variances are pre
sented:
1. Price changes originating
with management decisions
2. Price changes originating
with salesmen’s decisions
3. Price changes originating
with market changes
These three major classifications
are advanced only as a starting
point upon which the reader can
expand, incorporating his own ex
periences and needs, and as a
breakdown that allows the follow
ing discussion to be presented in a
somewhat systematic outline.

(40%)

(100%)
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Many companies will accept additional orders for less than the customary
prices during times when portions of their production facilities are idle.

be exercised that this potential
“catch-all” explanation is not em
ployed to cover other less justifiable
causes, which would permit re
sponsibility for the deviation to be
avoided or, at the least, shifted.
Following are three examples
which illustrate the potential im
portance of sales price variance
analysis.
It is not uncommon for com
panies to vary their sales prices to
achieve specific short-range objec
tives. One of the more common
reasons for such action is the desire
to operate plant facilities as close
to practical capacity as is possible.
To accomplish this, many com
panies will accept additional orders
for less than the customary or “list
prices” during times when portions
of their plant are idle. This inten
tional or planned price variance is
identifiable and allocable to cer
tain persons and/or projects, and it
should be separated from sales price
variances resulting from other
causes. If this separation is not
accomplished at the time such sales
occur, later investigations into the
sales price deviation may be labori
ous and expensive, if not altogether
unfeasible. Failure promptly
isolate price variance resulting
from special planned sales at re
duced prices may lead to the
undesirable practice
using occa
sional sales price reductions justi
fied by temporary idle plant capac
ity as a general excuse for all sales
price variances, regardless of their

Published
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cause. Most dangerous of all is the
risk that such a blanket justification
may be accepted by management
without further investigation to de
termine the true causes of con
tinuing sales price variances. Im
portant, and in some instances
critical, data necessary for control
and decision making are all too
often lost in this manner. Further
more, the specific result
such in
tentional price reductions becomes
intermingled with the results of
price variances from other causes,
which makes it difficult to measure
and interpret the over-all result of
such short-range pricing policies.

Quantity discounts
Many companies selling to cus
tomers
widely varying size or
type utilize a whole family of sales
price discounts. Total sales reve
nues and consequently net profits
are to some degree dependent on
the distribution of sales among the
customer groups receiving various
discounts. Material shifts in the
distribution of sales among these
customer groups could have a sig
nificant effect on net margins.
Ability to isolate the total price
variance resulting from discounts
granted to any one customer group
should be helpful in optimizing
the over-all sales price discount
stratagem.
Introductory offers of selected
products are another common rea
son for intentionally reducing

prices. In such instances, care must
be exercised that these reduced
prices are not extended beyond the
specifically planned period and/or
specified sales territories. Any sales
price variance occurring on
after the planned termination date
or from sales territories not specifi
cally authorized would indicate the
need for investigation of such prac
tices.
It is desirable to differentiate
among sales price variances origi
nating in promotional offers, quan
tity discounts, and temporary idle
capacity. Although all are readily
justifiable strategies, authorization
for each may come from different
responsibility centers. Effective
analysis and evaluation of over-all
price concession policies may be
dependent on the allocation of the
total sales price variance among
the various responsibility centers
and projects.

Salesmen
Some companies extend to their
salesmen the prerogative
vary
ing list prices within certain limits.
With this prerogative, of course,
goes the responsibility to exercise
sound judgment in evaluating all
circumstances, with the objective
of long-run optimal maintenance
of the list price structure. The over
all value of a particular salesman
to his company depends significant
ly on his contribution to the firm’s
profit margin. The amount of profit
margin contributed is, of course,
influenced by the discretion used in
exercising price concession privi
leges. Some companies have dis
covered, through rather laborious
investigation, that often it is the
“weak” salesman who makes the
most extensive use of allowable
price concessions. Even after re
placement of the salesman, these
companies have often found a
cumulative negative effect, for it
is often difficult to enforce regular
list prices after prolonged and ex
tensive price concessions.
Measuring the performance of a
particular salesman should, to some
degree at least, incorporate an ap
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praisal of his ability to maintain
be brought to the attention of ap
sponsibility centers, purposes, or
actual sales prices as close to list
propriate persons. Immediate in
projects. The causal factors cited
prices as possible. However, this
vestigation would make it possible
as illustrations were largely internal
factor is often not measured (or is
to discover important reasons or
nature and therefore presumably
measured only after substantial
circumstances which, if not sought
the primary responsibility of spe

delay) because relevant data are
at that time, might be later for
cific individuals.
not available. For instance, the
gotten or confused. Of course, ex
Some price changes, however, do
usual perfunctory comparison of
tended periods of unauthorized
not originate from internal forces
budgeted and actual sales for a
but are the result of general eco
price concessions are cumulative in
particular salesman often fails to
their negative effects on profits as
nomic conditions, or more particu
larly, conditions in some sub-area
reveal
what extent he has used
well as on market structures and
(or abused) his price concession
equilibrium. In some instances,
of the economy. A general price
prerogatives. An attempt to meas
price concessions properly ap
decline or specific product line
ure this factor at sporadic or even
price decline are examples. Many
proved for specific shipments, if
times, for all practical purposes,
periodic intervals all too often
not given sufficient and continuing
the cause and extent of sales price
means that the necessary informa
cognizance, might be used to cover
variances originating from these
tion is available only after costly
or justify price variances resulting
causes are not directly controllable
and cumbersome additional analy
from causes considered by man
by the company. In spite of the un
sis involving time delays that seri
agement to be unacceptable.
ously impair the potential effective
controllable aspect of price vari
A sales price variance, if suffi
ness of the control procedure.
ances of this type, a strict and
ciently detailed, will promptly
separate accounting should be
Timely discovery of such unwar
bring the existence and extent of
ranted price concessions by the
made for them. Validity of the
price changes associated with spe
amount and causation of price vari
salesman is essential.
cific projects and/or locations
ances presumably justified by “gen
the attention of management. Its
eral or specific economic condi
use will permit the review of cir
Pinpointing responsibility
tions” should be investigated. Their
cumstances and, where appropriate,
If sales price variances are re
possible duration should be eval
the revisions of budgets, alteration
corded, these deviations can be
uated. Whereas unfavorable price
of plans, institution of new policies,
promptly and economically associ
variances originating with a par
and timely investigation of new
ated with particular salesmen who
ticular salesman may or may not
ways by which the company can
are responsible. Knowledge, on the
reach its profit goal.
be material, the possible aggregate
part of the sales force, that man
effect of any kind of broad and
agement has access to this infor
extended price reduction based on
Market conditions
mation should in itself tend to
general economic conditions must
Effort was made in the previous
discourage the use of “soft” pricing
certainly justify any effort at quick
sections to stress the feasibility and
policies. In addition, this procedure
identification of the nature and
importance of associating sales
will help avoid the use of general
scope of the price trend. A forced
price variances with specific re
ized justifications for sales price
price reduction of this latter type,
variances when specific causes can
be promptly and economically es
tablished. Management can then
undertake prompt corrective action
in the nature
retraining, indoc
trination, transfer, or even dismis
If the causes of such variances
rest in the general conditions of
the particular market, a timely
change in the company’s pricing
strategies might help the company
maintain its markets and general
industry position and avoid the in
currence of ill will.
In some instances, sales person
nel assume the prerogative of vary
ing prices without first getting
proper approval. With a sales price
variance system the fact and ex
Extended periods of unauthorized price concessions may have cumulative
negative effects on market structure and equilibrium as well as on profits.
tent
such practices could quickly
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a particular budget period. Too
often, delayed attempts to isolate
specific causal factors find memories
vague, explanations conflicting, and
a generally unsatisfactory postaudit
situation. Furthermore, these com
parisons are often made only on an
aggregate dollar
volume. Such
comparison is not sufficient to pro
vide even the more basic aspects
the information potentially avail
able from detailed analysis of a sales
price variance account. Differences
To the extent that is possible, sales prices should be
between budgeted and actual sales
subject to
same control efforts as are cost prices.
dollar volumes could be the result of
netting a series favorable and un
if material, would most certainly
on a daily basis would hardly be
favorable sales price and sales vol
involve changes in all major oper
possible.
ume variances. This aggregate net
ating plans and hence place a pre
Even less frequent periodic test
variance would be a poor basis for
ing also has significant disadvan
mium on acquiring relevant in
designating
proper responsibility
tages. A program of periodic testing,
formation promptly.
and
taking
specific
remedial action.
besides being vulnerable to various

Evaluation of alternatives
The relevance of sales price
changes to the achievement of spe
cific profit goals was discussed in
the previous sections. Emphasis was
placed on the identification of causal
factors because they primarily de
termine the actions that are possible
and necessary. The question to be
considered next is just how these
data can be most expediently and
economically accumulated so as to
permit prompt and accurate report
ing, which in turn will permit the
proper determination of responsibil
ity and remedial action.

Periodic comparisons
At first, it may appear that a daily
or periodic comparison
actual
sales prices with list or standard
sales prices should provide the data
necessary to determine the extent of
and to place the responsibility for
sales price variances. However, fur
ther consideration will disclose some
significant disadvantages to this ap
proach. The many different prod
ucts and widely varying market
areas that typify large company
operation make the feasibility of
such an approach questionable. For
which products or in which market
areas should price tests be under
taken? A complete or even reason
ably comprehensive manual testing
36



Use of budgets
To avoid some
the above-men
tioned disadvantages, many com
panies use budgets in an attempt
establish
price differentials.
However, there are significant dis
advantages involved in this pro
cedure, too. Comparisons between
budget and actual sales prices are
typically made at periodic intervals.
Consequently, sales price deviations
could be determined only at the end

Conclusion
Any variance between actual sales
price and the predetermined sales
price used in profit planning will
affect the extent to which a given
profit goal is achieved. Sales price
changes,
their ultimate effect on
profit margin and to some extent in
their controllability, are comparable
cost changes. For this reason,
the extent possible,
prices
should be subject
the same con
trol efforts as are cost prices. Re
sponsibility for sales price variances
often can, and therefore should, be
established.
accounting system or system
of internal control should be de
signed to provide for a determina
tion
sales price variances in ac
cordance with responsibility. This
system must provide for prompt de
tection and reporting so to permit
timely isolation the various causal
factors so that proper remedial ac
tion can be undertaken as soon as
possible. To be most economical,
such a system should incorporate
the principle management by ex
ception. These objectives can, we
feel, be best accomplished by incor
porating in the general ledger a sys
tem of recording sales at standard
prices so that a comparison with
actual
prices will disclose sales
price variances.
Management Services 7
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sampling errors, can be criticized
because it involves processing large
numbers of transactions in which
there are no sales price deviations.
Ideally,
course, processing and
investigation should be limited to
those transactions in which devia
tions have occurred. Another disad
vantage of periodic testing is that a
characteristic time lag (potentially
as long as the time interval between
tests) takes place between the ac
tual incurrence of price deviations
and their final identification at the
time when the next periodic test is
performed. The seriousness of this
characteristic time lag depends on
factors such as the unit sales price
deviation, the volume of sales com
pleted, and the duration of the time
lag. For many companies the poten
tial seriousness of this particular
consequence might be sufficient
itself to preclude periodic testing.

to

